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CHIEF FINANCIAL OFFICERS ACT OVERSIGHT

TUESDAY, JULY 25, 1985

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON GOVERNMENT MANAGEMENT,
INFORMATION, AND TECHNOLOGY,
COoMMITTEE ON GOVERNMENT REFORM AND OVERSIGHT,
Washington, DC.,

The subcommittee met, pursuant to notice, at 9:30 a.m., in room
311, Cannon House Office Building, Hon. Stephen Horn (chairman
of the subcommittee) presidinﬁ.

MPlresent: Representatives Horn, Davis, Fox, Scarborough, and
aloney.

Staff present: J. Russell George, staff director; Anna G. Young,
g::fessional staff member; Andrew G. Richardson, clerk; and Matt

inkus, minority professional staff member.

Mr. HORN. A quorum being present, we shall begin this meeting.
We thank the gentleman from Virginia for establishing that
quorum,

The Subcommittee on Government Management, Information,
and Technology is continuing its series of hearings on general man-

ment, and we are particularly interested in the implementation
of the Chief Financial Officers Act of 1990 that was pursued by our
friends in the 103d Canress, and I had the %rivilege of participat-
ingd in those hearings. We are hoping to see what progress has been
made y.
The 1994 Government Management Reform Act applied the CFO
Act practices beyond revolving and trust funds to all agency re-
sources. The laws, when fully implemented, should prepare the en-
tire executive branch to be able to pass the first audit by the Gen-
eral Accounting Office, scheduled for 1997.

Agency financial statements will help our Government come
clean by confronting weak controls and possible fraud or waste. For
an a%ency’s statement to be judﬁed clean, its own house must be
in order, its procedures clear and strong, its controls in place and
working. Every department’s goal must be not only to produce a
full statement on time but also to earn from the GAO auditors an
unqualified opinion or good grade on the statement.

A good agency will have no major problem in systems, no mate-
rial weakness in controls, no serious nonconformance to law. Its
statement, as expressed to this subcommittee by New Zealand’s
Ambassador Wood, will be a “transparent window through which
all its facets are brought to light.”

The two laws are prods toward order in agency financial systems
so that auditable statements become possible. It is not working

(0}
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that way, however, in every agency. For example, Defense reported
140 weaknesses in 1993, and 156 in 1994. I shudder to think what
it will be in 1995. Its nonconformances went up from 245 in 1993
to 256 in 1994. Somebody over there is simply not paying enouﬁh
attention. On the contrary, our goal is to be able to say, here is the
Government’s first set of unqualified opinion audited financial
statements, a milestone in Federal financial health.

Our witnesses today include the Comptroller General of the Unit-
ed States, the Controller of OMB’s Office of Federal Financial Man-
agement, three former OMB officials, and experts from the Finan-
cial Executives Institute and the Private Sector Council. We will
also hear from Chief Financial Officer officials of the General Serv-
iIces Administration, the Departments of Agriculture, Defense, and

nterior.

We look forward to your testimony. I might add that we will
break for recess at 11:55. If we can complete the third panel, we
will certainly try to do so. It might be that we will have to ask you
to come bac{ at 2 o'clock this afternoon when we will resume in
this room.

I now ask the ranking minority member if she wishes to make
some opening remarks.

Mrs. MALONEY. Thank you very much, Mr. Chairman.

I strongly support full implementation of the Chief Financial Of-
ficers Act of 1990, the Government Management Reform Act of
1994, and other laws designed to upgrade the Government’s ability
to produce accurate financial information.

We have several pilot projects and are now moving toward audit-
ing all Government agencies by 1997 and preparing an audited fi-
nancial statement for the entire Federal Government by 1998. We
must be wary of any further delays in meeting these deadlines. If
some agencies still are having pro{ﬂems, I hope that our witnesses
from GAO and OMB can pinpoint them for us so that quick action
can be taken to ensure compliance with the law.

On a related subject, Mr. Chairman, I recently released a study
documenting potential losses to the Government from obligations to
it that remain unpaid for years. This adds up to $117 billion. It is
essential not only to collect these funds but to modernize the infra-
structure of financial data collection throughout the Government so
that debts owed to the American people generate immediate and
continued attention until they are collected.

We will have another oversight hearing next week on the role of
the Inspectors General who audit agency accounts, a crucial ele-
ment in achieving improvements in financial management. I com-
mend the chairman for putting together a series of hearings on
these vital and closely interrelated subjects.

Thank you, Mr. Chairman.

Mr. HorN. Thank you.

Mr. Davis, do you have some opening remarks?

Mr. Davis. No.

Mr. HoRN. If not, as you know, the tradition on this committee
is to swear all witnesses. If all of you on panels one, two, and
three—or is this all panel one? I know the Comptroller General is
on panel one, so are these your colleagues?

Mr. BOWSHER. Yes, these are my colleagues.
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Mr. HorN. All right. Then just ﬁanel one we will swear in, if you
all would stand and raise your right hands.

[Witnesses sworn.]

Mr. HORN, We welcome you, Comptroller General, and look for-
ward to h{our testimony. The Comptroller General of the United
States, Mr. Bowsher.

STATEMENT OF CHARLES A, BOWSHER, COMPTROLLER GEN-
ERAL, U.S. GENERAL ACCOUNTING OFFICE, ACCOMPANIED
BY GREGORY M. HOLLOWAY, JEFFREY C. STEINHOFF, AND
LISA G. JACOBSON

Mr. BowsHER. Thank you very much, Mr. Chairman. It’s a pleas-
ure to be here.

With me today are Jeff Steinhoff on my right; on my left, Greg
Holloway and Lisa Jacobson. They have been doing a lot of the
work on the audits of the various agencies, and I asked them to
be with me to answer any questions.

First, let me say we are gleased to be here today to discuss this
vex important subject, and that is, what progress is being made
with the 24 agencies of the executive branch in implementing the
CFO Act and the extension that was passed last year.

I commend this committee for passing that legislation, because
it is truly the key legislation that is propelling us into making
grogress. I have often stated that the United States did not rea}lljy

ave good accounting in the private sector until 1929, when we suf-
fered the great stock market crash. Then it was the congressional
hearings in the early 1930’s, that led to the Securities Acts of 1933
and 1934, that got us going in the right direction for annual au-
dited financial statements in the private sector.

We did not make much progress in State and local government
until, unfortunately, the New York City fiscal crisis in 1975. Since
then we have made a lot of progress. Today, most of the large cities
and all the States have audited financial statements; the same oc-
curred in such industries as railroads and banks that were exempt-
ed in the 1933 and 1934 acts. As the various crises came along, we
finally got the proper legislation, the proper accounting for most of
those industries.

The big one that is left over, of course, is the Federal Govern-
ment. As you point out, both you and Congresswoman Maloney, in
your opening statements, our Federal Government is not in good
s}::_afﬁe has not been in good shape for a long, long time, and it's
a lfy important that we get the Federal Government to have as
good accounting as the rest of our society.

The potential benefits are quite clear, When the American tax-
payers send all their taxes to the Federal Government, they expect
accountability. They expect somebody to be able to account for it
and to report upon it. Also, when you have larie departments run-
ning very large programs here, you had better have some good cost
accounting if you are going to be able to report, now with the new
legislation, on the GPRA. -

As one of the senior officials of Australia once explained to me,
people in the Government got very interested in accrual accounting
once they had to be accountable for the success of their programs
and what those costs really were in those programs.
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Proper accounting and financial reporting leads to much better
barriers against fraud, waste, and abuse. As we have often seen all
too often, the people in the Federal Government have too much
temptation put in front of them, much like robbing HUD there
some years back, and we had a very unfortunate case in the Navy
sometime back here, where people have the temptation, the lack of
controls, and they think they can get away with defaults and em-
bezzlements.

I think, also, the entire management structure of the Federal
Government, starting with the Congress, the members of the cabi-
net, and the people in the White House, if they don’t have good fi-
nancial data on all these programs and all these Government oper-
ations, it is very hard, then, to expect that the operations and the
overall programs are going to be run well.

I am pleased to report today that, overall, progress is being
made. The progress is not near as fast as we would hope for, but
I think progress in the last 5 years has been there. I'm going to
report on it today; I know other witnesses will, too. _

n the 1980’s when I first came into office, in 1981, we literally
lost an entire decade, as far as I was concerned, by people not
wanting to deal with the financial management problems of the
FederaFGovemment. But since we passed the CFO Act, I think we
have made some real progress.

First, let me just talk about what that progress has been in the
last 5 years. One is on audit coverage. We have actually doubled
the audit coverage. As of fiscal 1994, we have 67 percent of the
Government’s gross budget authority actually being audited today.
We would hope that eventually that would be up to the full audit
by 1996, which is what the legislation calls for, and that would
cover 98 percent of all the Federal funds that are expended.

Now, it should be pointed out that only a few of these agencies
are getting unqualified audit opinions. So we are getting audit cov-
erage, but we only have a few that are getting unqualified opinions,
or “clean” opinions, as often people report about them. We also are
getting improvements on the financial statements; the agency-wide

nancial statements are improving in some of these departments,
and this is what we had hoped for all along.

One of the second big areas that is important is, how good is the
leadership. The CFOs who are being appointed now actually do
meet the qualifications of the legislation, and that’s a big improve-
ment. For a long time, I think, we had people in these various posi-
tions in the financial management area wgo really didn’t have the
qualifications. And I am very encouraged that the CFOs who are
being appointed now do have the qualifications, and we are moving
in the right direction there.

I am also encouraged by OMB’s financial management leader-
ship. Alice Rivlin, the head of OMB today, John Koskinen, the head
of Management, and Ed DeSeve, the Controller, all are individuals
who have real qualifications and real interest in doing something
to improve the financial management of the Federal éovemment.
So that’s very, very encouraging.

I think, at your hearing on July 11, you were apprised of the
progress that has been made with the accounting standards that
will be issued here in the next few months, and that the Comptrol-
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ler General, the Secretary of the Treasury, and the Director of
OMB will all sign off on these standards. I think that will be a very »
bi%steﬁ forward in getting good information ﬂowingl.Th

ur i?est weaknesses are still in the systems. The systems are
going to have to be modernized, and that is a big project that lies
ahead. But I think the fact that the audited financial reports are
highlighting each year where we stand in the systems area has got
the agencies now starting to make progress.

Greg Holloway, who is on my left, is auditing the IRS. I think
that's a good example of an agency that has not made it yet to get-
ting a clean opinion, but has made a lot of progress. We are hoping
that they will, in the next year or two, be able to have a clean opin-
ion,

These are the important issues, Mr. Chairman. As I point out,
on the qualified CFOs, 19 of the 24 CFOs have been appointed. The
Deputy CFOs also have been named in 20 of the CFO agencies, and
they, again, have the proper qualifications. We have a few excep-
tions, ke the Justice Department, which does not have a Presi-
dentially appointed CFO, and in EPA and SBA where both posi-
tions are unfilled. So there are still some areas that have to be
achieved, but we have made good progress.

I would just like to say, in summa%; that we are making

rogress, not as fast as we would like. The legislation has abso-
utely been key. I would like to m‘ﬁﬁ the Congress to continue to
have annual oversight hearings. at we really need is a sus-
tained effort in the next 2 gears so that we can get the audit cov-
erage up there by 1996, and then eventually modernize and get all
the systems in good shape, and get clean opinions.

I think the FEI, which is going to testify after I do, is absolutely
right. The Government would not stand for this kind of lax finan-
cial management when they review the private sector whether it’s
the IRS looking at individual tax returns, whether it's the SEC
looking at companies’ records, or the bank regulators when they
are looking at the banks. It is long overdue that the Federal Gov-
ernment get its financial house in order, and I hope that we can
continue this progress.

We would be very pleased to answer any questions, Mr. Chair-
man,

[The prepared statement of Mr. Bowsher follows:]



Strrement of Charles A. Bowsher
Coraptroller General of the United States

Mr. Chairman and Members of the Subcommittee:

We are pleased to be here today to discuss the progress executive
branch agencies have made in implementing the Chief Financial
Officers (CFO) Act. This act establishes a solid foundation for
greatly needed, comprehensive reform of federal financial
management. I want to commend the Subcommittee for holding this
hearing; sustained congressional attention to implementation of
this landmark legislation will be important in inatilling greater
accountability throughout the federal government and helping better

control the cost of its operations.

Only through effective implementation by the government's 24 major
agencies covered by the CFO Act can the executive branch hope to
attain the full range of benefits intended by the act. The

potential benefits include the following:

-- giving the Congress and agency managers much more reliable
financial, cost, and performance information both annually and,
most important, as needed throughout the year to manage programs

and make difficult spending decisions.

-- dramatically improving financial management systems, controls,
and operations to eliminate fraud, waste, abuse, and
mismanagement and properly safeguard and manage the government's

assets.



-- establishing effective financial organizational structures to

provide strong leadership extending into the next century.

Achieving these goals is central to not only putting the
government's financial house in order but also realizing broader

management improvements.

Overall, progress is being made. But the remaining problems are
difficult, and much remains to be accomplished to successfully
implement the CFO Act--especially to improve the quality of
financial information and the underlying financial systems and
controls, which are in serious disrepair today. My statement today
will outline key areas where progress is being made and discusas

critical implementation issues that need to be fully confronted.

First, during the past 5 years, financial statement preparation and
audit coverage have more than doubled and, for fiscal year 1994,
reached 67 percent of the government's gross budget authority.
However, only a few of the 24 CFO Act agencies have received
unqualified audit opinjions on financial statements for their entire
operations. Within the next 2 years, financial statement
preparation and audit coverage is expected to increase to 98
percent of the government's gross budget authority, as executive
branch agencies work toward producing the agencywide financial
statements now required by law and subjecting these statements to

audit. Moreover, I hope that, eventually, the requirement for



audited financial statements would be extended to the legislative
and judicial branches so that these could be included in audited
governmentwide consolidated financial reports to the American

taxpayers.

While few agencies have been as yet able to prepare auditable
agencywide financial statements, the process of preparing and
auditing annual financial statements continues to strengthen the
reliability of financial information. The process also provides a
more complete view of agencies' financial conditions, highlights
control weaknesses and high risk areas that need to be resolved,
and identifies actual and potential savings. But, as I will
discuss later, to meet the CFO Act's ultimate goals of providing
reliable, useful financial information, CFOs must overcome serious
financial reporting and system weaknesses and the Inspectors
General (IGs) must better position themselves to perform required

financial audits.

Second, Chief Financial Officers with the right qualifications are
being placed in leadership positions within the agencies, as well
as at the Office of Management and Budget (OMB), as mandated by the
CFO Act. At the same time, agencies have a shortage of financial
management expertise, and upgrading the qualifications and training

of financial management staffs remains a key challenge.



Third, the government is on the threshold of having comprehensive
accounting standards. When these standards are implemented, which
must be a top priority, they will provide useful financial
information to meet the unique needs of those who manage and
oversee the federal government. Such information will encompass
budget execution, the cost of operations, performance measurement,

and the government's stewardship of its assets.

Fourth, agencies have a critical need to greatly improve and
modernize financial management systems, which across government,
are in abysmal shape today, and, in doing so, to reengineer
financial management processes, while at the same time implementing

new accounting and financial reporting standards.

The past 5 years have been pivotal to proving the value of audited
financial statements and other concepts in the CFO Act--in other
words, to changing the long-standing view that good financial
management and reporting were not important for the federal
government. The next few years must be marked by concrete results

in improving financial information and systems.

In the short term, financial statements must be prepared and audits
performed. This will require agencies to make sound investments
immediately to upgrade the qualifications of financial management
staff, fix rudimentary bookkeeping problems, and make existing

financial systems work better. At the same time, agencies must
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concentrate on developing performance measures and cost accounting
systems, which are almost universally lacking in the federal
government today, and emphasize integrating budget, accounting, and

management data.

Let me now address each of the key areas where progress is being
made and discuss critical implementation issues related to each

area.

PROGRESS IN PREPARING AUDITED FINANCIAL STATEMENTS

Preparing and auditing annual financial statements is essential to
improving the usefulness, consistency, and reliability of financial
information. Audited financial statements provide an annual
scorecard as to where an entity stands financially. Equally as
important, they provide the discipline needed to improve the
quality of financial information available day-to-day to help
managers deal with the range of difficult spending and

accountability issues they face.

State and local governments began preparing audited financial
statements in the early 19808 in the wake of disclosures such as
(1) the poor accounting practices that nearly caused New York
City's bankruptcy and (2) the lack of accountability for the
financial aid provided to states and localities that led to the

Single Audit Act of 1984, State and local governments found that
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their financial systems and controls dramatically improved as a
result, and basic financial information was, therefore, readily
available and could be relied upon.' The challenge to federal
agencies under the CFO Act is to be in a position to prepare
auditable financial statements as a normal by-product of an
integrated system that pulls together credible financial, program,
performance, and budget data into reports that are useful to
executive branch decisionmakers and the Congress in its oversight

role.

Agencies‘' CFOs and IGs are progressing in their efforts to meet the
CFO Act's audited financilal statement requirement. However,
agencies must sustain, and in many cases enhance, the progress
being made to prepare and audit financial statements to meet the
new legislatively established timetable for covering all 24 CFO Act

agencies for fiscal year 1996.

Audjited nei atem v Is W

Before 1991, entities subjecting their accounts to audit covered
less than one-third of the government's gross budget authority,
which now amounts to over $2 trillion. This coverage included
primarily government corporations and agenclies that voluntarily

prepared audited financial statements for their entire operations,

1

A : e A4 e (GAO/AIMD-94~
133, June 21, 1994).
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such as the Departments of Agriculture, Labor, the Air Force, and
Veterans Affairs (VA), the General Services Administration (GSA),

and the Soclal Security Administration (SSA).

Following passage of the CFO Act in November 1990, financial
statement audit coverage increased to about 50 percent of the
government's gross budget authority. This legislation required
agencles to prepare and have audited financial statements for
revolving and trust funds, as well as for certain types of
commercial activities beginning with fiscal year 1991.
Additionally, 10 cabinet departments and large agencies were
designated to participate in a 3-year pilot program to test the
usefulness of financial statements and audits for their entire
operations.’ As we testified’ last year, this pilot program was
highly successful and demonstrated considerable value in helping to
stimulate financial management improvements in the participating

agencies.

As a result of the success of the CFO Act's pilot program,
financial audit coverage was legislatively expanded last year to

cover virtually the government's entire gross budget authority.

‘The 10 cabinet departments and large agencies that the CFO Act
designated to participate in the audited financial statement pilot
program were the Departments of Agriculture, Labor, Veterans
Affairs, Housing and Urban Development, the Army, and the Air
Force, the Customs Service, GSA, the Internal Revenue Service, and
SSA.

‘Financial Management: CFO Act Is Achjeving Meaningful Progress
(GAO/T-AIMD-94-149, June 21, 1994).

7
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The Government Management Réform Act of 1994 expanded on the CFO
Act to establish an annual requirement, beginning with fiscal year
1996, that all 24 CFO Act agencies prepare and have audited
financial statements disclosing the results of their entire
operations. In fiscal year 1994, these 24 agencies accounted for
over 98 percent of the government's budget outlays or over 92
percent of its gross budget authority, as shown in attachment I.
The 1994 expansion of the CFO Act also established a requirement
for annual consolidated executive branch financial statements
beginning with fiscal year 1997 and gives GAO the responsibility to

audit them.

Figure 1 depicts the growth in the extent to which the government's
gross budget authority was subject to audit in fiscal year 1990,
prior to passage of the CFO Act, and each fiscal year from fiscal
year 1992, when the CFO Act audits began to be phased in, to fiscal
year 1996, when all CFO Act agencies will be required to have

financial statements.
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F 1 Growth in Audit Coverage of (R SR
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Also encouraging, as figure 2 shows, was the rate of agency
progress in receiving unqualified audit opinions for financial
statements required by the CFO Act. These unqualified opinions
have been steadily rising, increasing from 1 for fiscal year 1990
to 48, or almost 47 percent, of those audited for fiscal year 1993.
However, the preponderance of these opinions was for specific trust
and revolving funds and commercial activities. 1In only 4 cases
(SSA, GSA, the Ruclear Regulatory Commission, and the National
Aeronautics and Space Administration), have unqualified opinions

been rendered on financial statements for an agency's entire operations.
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UnQuaified apinions recaived

Fiacal yosr 1994 unqualiied auxilt opinions are shown &t the sama ievel as thosa recsived for fiscal
yoar 1993 becauss fiscal year 1984 audied Bnancial siatements for several endiles have not yet
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For fiscal year 1994, the number of entities for which financial
statements were prepared increased to 145. While audited financial
statements have not yet been finalized for several of these
entities, we anticipate that the number of unqualified opinions for
that fiscal year will closely parallel the rate achieved in the

preceding fiscal year.



As first demonstrated during the CFO Act pilot program, audited

financial statements continue to provide a much clearer picture
than any that has ever existed of the government's true financial
condition. These audited statements will help to ensure that more
reliable and useful information is available to help make critical
decisions on spending and the overall direction of government
programs. Information being disclosed in audits of financial
operations for fiscal year 1994 includes (1) previously
unidentified or unverified costs that the government can expect to
incur in the future, (2) questionable estimates of costs associated
with government programs, (3) the faillure to ensure that all
revenues are collected, and (4) poor management practices resulting

in program losses. Examples include the following:

-- The Internal Revenue Service's (IRS) reported revenue of $1.3
trillion for fiscal year 1994 could not be veriZied or
reconciled to accounting records maintained for individual
taxpayers in the aggregate and amounts reported for various

types of taxes collected could not be sybstantiated.

-- The audit of the Health Care Financing Administration's (HCFA)

fiscal year 1994 financial statements identified potentially

billions of dollars of previously undisclosed amounts payable to
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state gpvernments for medical services provided to Medicaid

recipients.

The fiscal year 1994 financial audit of the Customs Service
disclosed continuing problems, specifically, that Customs (1)
cannot reliably detect improper duty refund claims and, thus,
cannot prevent duplicate and excessive refund payments, (2)
needs to improve controls to ensure that goods entering into the
commerce of the United States, or being exported, do so with
proper assessment of duties, taxes, and fees and in compliance
with trade lawas, and (3) does not have adequate controls to

ensure proper accounting for all revenues.

The fiscal year 1994 financial audit of the Air Force identified
almost $28 billion of previously undisclosed contingent
liabllities for items such as contract appeals and civil law and

litigation claims.

The fiscal year 1994 financial audit reports of the Farmers Home
Administration, Federal Housing Administration (FHA), Federal
Family Education Loan Program (FFELP), and the Small Business
Administration reveal that these agencies' estimates of tﬁe
subsidy costs of their loan and loan guarantee programs,
required by the Federal Credit Reform Act of 1990, are not

accurate. Also, FFELP continued to base its $15.2 billion

12
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estimate of liabilities for loan guarantees and related program

costs on unreliable historical loan data.

-- Financial audits continue to highlight poor underwriting and
servicing practices in the Department of Agriculture's farm loan
program. The IG estimated that, as a result, for fiscal year
1994, (1) borrowers will be approved for unauthorized benefits
totaling about $73 million because of loan applications that
contain inaccurate and/or incomplete information and (2) delays
in servicing delinquent borrowers will increase program losses

by about $149 million.

In addition, financial audits are continuing to find material
internal control weaknesses at the agencies under audit. Based
upon the fiscal year 1994 financial audits completed to date,
internal control weaknesses were reported for more than 100 of the
145 entities. The financial audits for fiscal year 1994 also
continued to provide a much needed discipline in pinpointing
operational inefficiencies and weaknesses; highlighting gaps in
effectively safeguarding the government's assets and preventing

possible illegal acts. Examples include the following:

-- Education did not have systems or procedures in place to ensure
that individual billing reports submitted by guaranty agencies
and lenders were reasonable. For fiscal year 1994, these

billings paid were estimated to be $2.5 billion.

13
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-- HCFA's fiscal year 1994 financial audit disclosed inadequate or
no documentation supporting over $100 million of Medicare
receivables under contractor supervision, making collectibility
questionable. Similarly, the Coast Guard could not provide
detalled supporting records for almost $100 million of accounts
receivable reported for the 0Oil Spill Liability Trust Fund and

the associlated $65 million estimate for uncollectible accounts.

~- Financial audits identified information security weaknesses that
increased the risk that sensitive and critical computerized data
and computer programs will be inappropriately modified,
disclosed, or destroyed. For example, financial audits
disclosed that (1) IRS continues to lack sufficient safeguards
to prevent or detect unauthorized browsing of confidential
taxpayer records, (2) student loan data maintained by Education
could have been modified for fraudulent purposes because users
had the ability to override controls designed to prevent such
actions, and (3) FHA has continuing weaknesses in systems,
including those that process sensitive cash receipt and

disbursement transactions.

Further, financial statement audits have continued to identify
potential and actual dollar savings. In addition to billions of
dollars in potential savings, which will accrue to the government
as long-term corrective measures are implemented and better

financial information is regularly available to decisionmakers,
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financial audits have identified specific savings which could be
attained immediately. These savings include the recovery of
millions of dollars in overpayments to Department of Defense (DOD)
contractors, the collection of receivables, the recoupment of
payments incorrectly made to government intermediaries and
employees, and reductions in the cost of operations that are

excessive.

Financial audits also have shown that agencies often do not follow
rudimentary bookkeeping practices, such as reconciling their
accounting records with Department of the Treasury accounts or
agencies' subsidiary ledgers. These audits have identified
hundreds of billions of dollars of accounting errors--mistakes and
omissions that can render information provided to managers and the
Congress virtually useless. This situation could be much improved
if more rigor were applied in following existing policies and
procedures. The CFOs and IGs have reported that the process of
preparing and auditing financial statements brings much needed
discipline to accounting and financial reporting and highlights
where the real problems are. They also expressed their view that

the full benefits are yet to be achieved.

Finally, we are seeing long-term benefits at agencies where
financial statements have been prepared and audited for several
years, such as at SSA, Labor, GSA, and VA. Financial statements

are prepared and audited more quickly and efficiently as these

15



21

agencies have gained experience over several years. This enables
audited statements to be available much earlier during
congressional deliberations on the budget and the effectiveness of

agency operations.

NCIES NEED MEET E Al

The annual public scorecard financial statements provide has given
the visibility necessary to get the attention of top managers and
has provided the impetus for them to begin fixing the problems
financial audits have disclosed. This has clearly been a key
motivating factor for agencies, such as DOD and IRS, which have
serious financial management weaknesses, to give much higher
priority than ever before and to seriously begin to tackle long-
standing, significant financial management problems that impede
their ability to prepare financial information that can withstand

an audit.

We believe that meeting the legislative timetable for agencywide
audited financial statements is essential so all CFO Act agencies
will begin to gain the benefits demonstrated by those agencies that
have already successfully undergone full-scale financial audits.
Meeting this schedule is absolutely critical to put the federal
government on a par with the private sector and state and local
governments, which have already made the necessary investment in

financlal management.
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Agency Readiness to Prepare Financial Statements

In response to a request from OMB and GAO for a self-assessment of
their ability to prepare auditable financial statements, 17 of the
24 CFO Act agencies reported in December 1994 that they would be
ready to prepare accurate agencywide financial statements for

fiscal year 1996. Regarding the other seven agencies:

-- DOD said that its underlying financial systems and operations
were not designed to produce auditable financial statements and
that continuing systems problems are a serious challenge that

will require a number of years to correct.

-- The Department of the Treasury will have to address the serious
financial weaknesses identified in financial audits of its major

revenue bureaus--IRS and the Customs Service.

-- The Department of Justice said that while several of its
components were preparing financial statements, others have not
yet begun, and its overall readiness was doubtful due to such
factors as the need to complete ongoing efforts to modernize its

financial systems.

-- The Department of State said that its financial management
systems were not capable of producing the information needed to

prepare accurate and timely financial statements because they
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are not integrated, are poorly documented, lack sufficient

controls, and do not meet applicable accounting requirements.

-~ The Department of Transportation reported, for example, that the
Coast Guard will be unlikely to produce financial statements

that are accurate.

-- The Federal Emergency Management Agency and the Agency for
International Development reported problems similar to the

agencies discussed above.

While these seven agency assessments represented the CFOs' initial
views late last year, we are very concerned that more progresas
needs to be made as quickly as possible. Of special concern is the
monumental financial management weaknesses at DOD, which represents
almost 20 percent of the government's fiscal year 1994 gross budget
authority. The Secretary of Defense and DOD's CFO have
forthrightly acknowledged the magnitude and severity of these
problems, which will require intensified efforts if DOD is to turn
this situation around before the turn of the century, as now
projected by the Department. It is, however, critical for DOD to
be ready to prepare accurate financial statements in accordance

with the legislative timetable.

We will continue to work with the agency CFOs and OMB to determine

the impediments to, and to help start the process of, preparing
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financial statements in accordance with the legisliatively mandated
timetable. This will require agencies to devise means to identify
problems and to concentrate on short-term solutions until longer

term systems modernization efforts can be put in place.

8 ness to A t (]

Shifting now to the audit side, since the CFO Act was passed in
1990, we have had a proactive strategy to work with the IGs to
build their financial audit capacity. Our strategy included
conducting initial financial audits at IRS, Army, Air Force, Navy,
Customs, and Education, in conjunction with or with the assistance
of the cognizant IG. While we are continuing to perform the IRS
financial audit and are working with the Naval Audit Service to
perform a financial audit of the Navy, we have now transitioned the

financial audit responsibility at the other agencies to their IGs.

In working with the IGs, we have also provided technical assistance
by making our audit manuals and training available to agency IG
staff. Initially, we helped provide training to over 2,000 IG
staff. We also assisted the IG Training Institute in developing
financial audit training, which it is now providing to the IG

community.

A number of IGs have put forth a good effort in embracing their new

responsibilities under the CFO Act and now have several years of
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financial audit experience. They have worked to train their staffs

and arranged for contractor support as needed on these audits.

Based on agencies' self-assessments in December 1994, 20 IGs said
they were prepared, or would be ready by fiscal year 1996, to
perform an agencywide financial statement audit. However, most
conditioned this level of readiness upon continuing to receive
current levels of funding. Moreover, at least 17 IGs currently
plan to use contractor support to perform financial audits, which

will also require sustained funding.

The four IGs who reported that their organizations would not be
ready were the Departments of Education, Justice, and Health and
Human Services (HHS), and the National Science Foundation. These
agencies reported staffing and resource limitations as the primary

reason for being unprepared to meet the required timeframe.

Over the next several years during government downsizing, IGs will
undoubtedly face resource constraints as they undertake agencywide
financial audits. But, in our view, many such limitations can be
overcome and should not be a reason not to meet the agencywide
audit requirement. The Department of Housing and Urban Development
(HUD) IG, for example, faced budgetary and staffing pressures which
the IG overcame, in part, by redirecting much of its internal audit
work. This has enabled HUD's IG to meet the financial audit

responsibilities without seeking additional resources.
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We will continue to work with IGs to explore opportunities and
creative solutions for surmounting barriers to meeting the fiscal
year 1996 statutory timetable. This will be very important, not
only to ensure the full and prompt implementation of the agencywide
financial audit requirement, but also because the ability of IGs to
conduct high-quality and timely financial audits will be key to our
audit of the consolidated executive branch financial statements
beginning with fiscal year 1997, ae required by law. To accomplish
this new responsibility, GAO, OMB, and Treasury have been working
closely with agency CFOs and IGs to develop a strategy and plan for
preparing and auditing these first-ever consolidated executive

branch financial statements.

PROGRESS IN ESTABLISHING FINANCIAL MANAGEMENT LEADERSHIP AND
ORGANIZATIONAL STRUCTURES

The CFO Act, recognizing the importance of strong financial
management leadership, established top-level financial management
positions in OMB and the 24 major agencies to better manage
financial management operations across government. Together with
the CFO Council, which the CFO Act also created, agency CFOa and
Deputy CFOs, along with OMB's support, are central to overcoming
the long-standing problems hampering effective financial management
and accountability. Consequently, sustained progress in

establishing effective financial management leadership and
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organizational structures is key to achieving the financial

management reform the CFO Act envisions.

The CFO Act prescribes that agency CFOs and Deputy CFOs are to be
well qualified and have extensive financial management experience.
Today, CFOs have been appointed in 19, and nominated in 2, of the
24 CFO Act agencies. In addition, Deputy CFOs have been named at
20 of the CFO Act agencies. In general, we have found that the
CFOs and Deputy CFOs meet the qualifications outlined by the CFO
Act and OMB guidance. For example, collectively, 13 of the CFOs
and Deputy CFOs have degrees in accounting; 27 of the CFOs and
Deputy CFOs have advanced degrees covering a wide range of
disciplines, including business administration, public
administration, finance, and economics; and 15 of them are
certified public accountants. Together, these CFOs and Deputy CFOs
have a wealth of experience in federal, state, and local government

financial management, as well as in the private sector.

While credentials such as these are necessary to effectively carry
out CFO Act responsibilities, additional attention by the Congress
and the administration will be necessary to complete the CFO
leadership structure the act prescribes. Promptly filling CFO
vacancies ls essential so that top-level financial managers can

institute needed financial management reforms. For example,
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Justice has never had a presidentially appointed CFO. At the
Environmental Protaction Agency and the Small Business
Administration, neither CFOs nsr Deputy CFOs have been named, and
the responsibilities of these positions is currently being carried
out by acting CFOs and acting Deputy CFOs. Also, Deputy CFOs have
not been named for GSA and the Office of Personnel Management, nor
have people been named to fill these positions in an acting

capacity.
F €@8po; 8

The CFO Act and OMB's implementing guidance' establishes a full and
comprehensive range of CFO financial management authorities and
functions for agency CFOs. Overall, the CFOs generally have been
given responsibilities consistent with these authorities, including
(1) budget formulation and execution, (2) financial operations and
analysis, and (3) information resources management, at least as it

relates to financial management systems.

In addition, CFOs are being given other closely related
responsibilities. For example, CFOs are actively involved in the
implementation of the Government Performance and Results Act of
1993. At least 11 agencies have given the CFO lead responsibility

for implementing the act. This role is consistent with, and will

‘Guidance for Preparing Organization Plans Reguired bv the Chief
Einancial Officers Act of 1990 (OMB, M-91-07, February 27, 1991).
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further provide impetus for implementing, the CFO Act's requirement

for information to measure performance.

The CFO Act provides that CFOs are to oversee all financial
management activities relating to the programs and operations of
the agency. In this regard, we have noted three issues related to
CFO organizational structures and responsibilities that deserve
attention: (1) the need for all CFOs to have responsibility for
both budget formulation and execution, (2) while many agencies have
formed internal CFO Councils, the need for establishing stronger
relationships with financial managers at agency component
operations, and (3) the need to ensure that CFOs are not
overburdened with ancillary duties that can detract from their

primary financial management functions.

Regarding the first issue, the CFO Act requires, at a minimum, that
CFOs monitor budget execution and develop and maintain systems
which provide for the integration of accounting and budget
information. Because of the interdependency of the budget and
accounting functions in meeting this requirement, 19 of the 24 CFO
Act agencies have included both budget formulation and execution

functions under the authority of the CFO.

However, at the Department of Agriculture, HUD, and the Agency for
International Development CFOs do not have responsibility for

either budget formulation or budget execution. At Education and
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Labor, CFOs have responsibility for budget execution but not for
budget formulation. We believe each CFO Act agency should
recognize that both these functions can best be integrated with the
agency's other financial activities by delegating responsibility

for them to the CFO.

Regarding the second issue, OMB's guidance to agencies for
establishing CFO responsibilities provides that the CFOs are, at a
minimum, to have a formal role in hiring and evaluating the
performance of the financial leaders in agency components. The CFO
does not have this role at 12 of 17 agencies where financial
management responsibility rests with the CFO but is carried out by

the financial leaders at the agencies' components.

The CFO Council has studied the issue of the CFO's role in ensuring
that financial personnel in component organizations are full
partners in achieving agency financial management objectives. The
Council suggested that agency CFOs (1) forge relationships with the
heads of financial management in agency components, (2) take a very
active role in the recruitment of senior CFO personnel at agency
components, (3) have a proactive role in senior financial
management personnel selections, and (4) exercise a meaningful role
in assessing the performance of component CFOs and be a partner in
preparing their annual performance evaluations. OMB is currently
reviewing the CFO Council's suggestions for possible adoption as

governmentwide requirements.
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Regarding the third issue of CFOs having ancillary duties, at 14
agencies CFOs are responsible for operational functions in addition
to those directly related to agency financial management. For
example, the CFOs at the Departments of Treasury and Justice are
responsible for personnel and procurement functions; the CFOs at
Education and HHS are responsible not only for procurement but also
for grants management; and at Interior, the CFO is responsible for
all of these ancillary functions. While these responsibilities can
provide opportunities for much needed integration of different
functional areas, they also have the potential to distract the CFOs
from concentrating on financial management issues throughout the
agencies. This area needs close attention and further inquiry
given the serious financial management problems confronting these

agencies.

Improving the Quality of Financial Management Staff

The CFO Act gives the CFO responsibility for recruiting and
training financial management staff. CFOs must address the serious
problem of attracting and retaining well qualified financial
management personnel and work to upgrade their skills, which is of
ever-increasing relevance in the current trend to downsize
government, as opportunities to expand existing financial staff may
be limited in the future.
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In June 1992, the Association of Government Accountants made 30
recommendations covering all facets of the financial personnel
challenge, from recruiting talented staff to reducing turnover.

The CFO Council's Human Resources Committee is working to implement
these strategies through such activities as coordinating efforts to
provide low-cost, effective financial management training and
developing a plan for establishing core competencies and standards

for all CFO-related positions.

Investments must be made in training to ensure that financial
management personnel increase their professional skills to keep
pace with emerging technology and developments in financial
management. However, financial management training is an often
neglected aspect of ensuring high-quality financial operations. At
19 of the 24 CFO Act agencies, formal training programs to enhance
the skills and knowledge of financial management staff have not

been established 5 years after the CFO Act was passed.

Upgrading staff skills and knowledge is a fundamental practice that
would involve such elements as a training plan and standards for
the type and level of skills necessary to effectively carry out
financial management functions. The Department of Energy, for
example, has established a training program for financial managers
that all of its CFO offices are